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2005
ACCOMPLISHMENTS

o WMS successfully expanded its product lines

to cover 100% of slot managers’ gaming machine
needs. We now offer a broad range of products,
from our legendary video product line, to new
produet lines, including mechanical reel games
with innovative bonusing features, video poker
products, and wide-area progressive jackpot

systems that are highly profitable.

o Product sales revenues increased by 91%, led

by an 80% rise in new unit sales and a 16%
increasc in average selling prices. Gaming
operations revenues rose 30% as the ending
installed base of participation games increased

54% wich average daily revenues growing 19%.
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Total Revenues

o Operating margins turned positive during the

first half of fiscal 2005 and then doubled in
the second half as cost savings and efficiency
initiatives were implemented. These initiatives
are expected to continue o improve bottom

line results throughout fiscal 2006.

Operating Income

{Loss)
in millions
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Financial highlights for the years ended June 30,

In mullions 2001 2002 2003 2004

Total Revenues $264 $175 $179 $230 $388

Total Costs and Expenses 220 162 197 232 357
Operating Income (Loss) 44 13 (18) (2) 31

Net Income (Loss) 36 10 (8) (1) 21
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WMS Industries Inc. Building on Our Success

Qur ongoing investments in game methodologies, unique game features,
intellecrual property and engaging brand names are the basic ingredi-
ents to create great game content, resulting in higher carning products
for our casino customers. The agrecment we entered into with Aruze
Corporation, a leading supplicr of amusement machines for the
Japanese market, is an example of our dedication to arm our game
designers with new tools to develop great games. We will collaborate
with Aruze on the development of a proprictary new interactive display
technology for mechanical reel games, which we expect to commer-

cialize in fiscal 2007.

We launched our mechanical reel product line with four innovative
bonus features, again highlighting WMS’ flair for game content which
quickly enabled us to gain market share for these new products. A
second new product line we rolled out this year was our wide-area pro-
gressive jackpot system, which enables players to earn life-changing
jackpot awards. In fact, since inception, 32 lucky casino patrons won
an aggregate $6.4 million of our wide-area progressive jackpots. By
June 30, 2005, our wide-area progressive offerings comprised over 14%
of our installed base of participation games. As thesc games typically
earn about double the average daily revenue of our non-linked partici-

pation games, our overall average revenue per day grew subsrantially.

Demand for our linked and non-linked participation games remains

near all time highs even after the 54% growth we cxperienced in our
installed basc of these products in fiscal 2005. We expect future
demand to be driven by wide-area progressive games including two
MONOPOLY™ games—QOwn It All® and All in the Cards®—and a new
Jackpot Party Progressive™-branded multi-level, local-area progressive
product that addresses the penny denomination market segment, as
well as our new POWERBALL™-branded progressive product, which

we will launch later in fiscal 2006. For our non-linked participation

serics, we have a similarly strong portfolio of new game titles to launch
including extensions of our popular MONOPOLY, MEN IN BLACK™
and HOLLYWOOD SQUARES™-branded series.

To round out our product lines, we delivered our first new video poker
products in fiscal 2005 including 3 WAY ACTION® Poker and Reel
"Em In® Poker, again moving beyond traditional game play elements by
incorporating innovative features. Our potential to capture greater
market share in the poker segment will receive a big boost with our
launch of the industry’s first video poker product based on Harrah’s

Entertainment’s popular WORLID SERIES OF POKER® brand.

Paradigm-changing technologies for the slot floor don’t occur every
year, but WMS is commitred to being a leader in providing the slot
floor of the future. At this time it is widely anticipated that the next
significant replacement cycle for the slot floor will be focused on
server-based gaming initiatives. With a clear and sharp focus on ensur-
ing our leadership in this replacement cycle, we've invested in the
people, technology and resources required to deliver cutting edge solu-
tions that consider the nceds of both our casino customers and casino
patrons. Over the last few years, WMS has developed, patented and
licensed a substantial pool of advanced technologies and intellectual
properties that we believe will provide casino operators with the next
generation of yield management tools and players with unique play

features that can only be enabled in a server-based environment.

Our new technology licensing agreements with Cyberview Technology
provide us access to an award-winning, regulatory-approved, down-
loadable gaming system, and central determination and game configu-
ration technologies, which can serve as the foundation of any
server-based gaming system. This alliance secures WMS’ strategic role
in server-based gaming systems with technologies that complement

those developed in-house.
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WMS Industries Inc. Building on Our Success

New Products = New Market Share

By building on our acknowledged excellence in creating high-carning games, WMS has regained an industry leadership
position in new game offerings. Leveraging our award-winning Bluebird gaming cabinet, CPU-NXT operating system,
new mechanical reel and poker games, and our first ever wide-area and local-area progressive linked systems, we now offer
products that meet all of the gaming machine needs for the casino floor. WMS' full line of products positions us to be a

leading supplier of gaming machines for many years to come.

Mechanical Reel Games: Launched September ‘04 Mechanical reel games represent over 45% of the typical casino
slot floor. In addressing this large, new market opportunity, it was important that our games offered players something
unique, while remaining true to the game play elements preferred by mechanical reel players. Our new mechanical reel
product line was launched in September 2004 and we now have four innovative bonusing features that are differentiated
from other industry offerings. We now have over 25 mechanical reel game themes approved in most gaming jurisdictions
and expect this number to double by the end of fiscal 2006. Our new mechanical reel products are accelerating WMS’

momentum in this important market segment.

WAP: Launched in Jung ‘04 Nothing creates greater excitement on the casino floor than the realization that a lucky
casino player has just won a large progressive jackpot. To deliver this exciting experience, we launched our first wide-area
progressive jackpots just before the start of fiscal 2005. Leveraging the enormous popularity among slot players of the
MONOPOLY brand, our MONOPOLY Money™ progressive jackpot generated great demand from our casino customers
and tremendous play levels by their players. We recently rolled out additional games for the MONOPOLY Money progressive

jackpot with popular penny progressive games that enable casino patrons to win both local-area and wide-area progres-

sive jackpots. In January 2005, we brought Clint Eastwood and his early western movie character o the casino slot floor

IN FISCAL 2005, WE EXTENDED OUR 60+ YEAR HISTORY IN DEVELOPING
CREATIVE ENTERTAINMENT CONTENT AS WE COMMERCIALIZED MORE
NEW, ENTERTAINING GAMES ACROSS MORE PRODUCT LINES THAN EVER
BEFORE IN OUR QUEST TO BECOME THE GAMING INDUSTRY'S PREMIERE
PROVIDER OF INNOVATIVE GAMES.

New Game Themes
Launched

number of themes
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WMS Industries Inc. Building on Our Success

New Products = New Market Share (continued)

with our A FISTFUL OF DOLLARS® video wide-area progressive jackpot. More exciting products are on the way, includ-
ing the launch early in fiscal 2006 of a Juckpot Party® multi-level local-area progressive game with a communal bonus

round and then the highly anticipated launch of our POWERBALL progressive jackpot planned for Spring 2006.

Video Poker Games: Launched July '04 The video poker segment comprises approximately 15% of a typical casino
slot floor and we launched our new video poker product line with innovations that moved beyond the games typically
found on the slot floor. Players increase their chances to win with 3 WAY ACTION Poker, a video poker game that com-
bines the three most popular poker games in the world—5-card Stud, Draw Poker and 7-card Poker—into one unique game.
In addition, we extended one of our most popular video reel slot titles to the video poker segment with the introduction
of Reel 'Em In Poker, offering players the unique “Go Fish!” feature which allows them the chance to improve their hands.
Poker games continue to captivate and garner new fans every day. To capture the growing public appreciation for poker
games, we cntered into a licensing agreement with Harrah's Licensc Company during the last quarter of fiscal 2005 for
the rights to their highly recognized WORLD SERIES OF POKER brand. We anticipate that the combination of this

famous brand with the innovative games our developers are creating will accelerate our market share in this segment.

Innovations In the further pursuit of delivering even more advanced levels of game play, we have invented or licensed a
large portfolio of technologies, intellectual property and patents in order to be at the forefront of the next wave of gaming
evolution—server-based gaming. Recently, we gained access to Cyberview Technology’s award-winning server-based
gaming system, which WMS will continue to evolve to interface with our content and further advance our systems capa-
bilities. And, earlier in 2005, we entered into a worldwide agreement with a leading Japanese gaming company, Aruze
Corporation, to collaborate on the development of a new interactive display technology for mechanical reel gaming machines,

which should enable us to bring to market some of the most groundbreaking offerings ever in this product segment.

BY INVENTING AND ACQUIRING KEY INTELLECTUAL PROPERTIES,
WE HOPE TO LEAD THE INDUSTRY IN PROVIDING OUR CUSTOMERS
WITH MORE CREATIVE CONTENT AND OFFERING GREAT GAMING
BRANDS, WHICH WILL GROW OUR MARKET SHARE.

New Unit Average

Selling Price
in dollars
$12,000
10,000
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8,000
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WMS Industries Inc. Bui

ing on Our Success

Product Sales

Our re-emergence as a preeminent ?WDSQQ of premium gaming machines was evidenced by product sales revenue growth
of 91% over the prior year. We sold a total of 22,784 new gaming units, which represented an 80% increase over fiscal
2004 unit shipments. We now offer over 32 video titles, 25 mechanical reel titles and two video poker titles for sale in
most gaming jurisdictions. Our new games have proven to be very popular with players and the high carnings the games
generate were instrumental in our ability to implement a 9% list price increase in North America in January 2005 for

Bluebird video gaming devices and a 25% increase in the list price of video game theme conversions.

Qur focus is on gaining market share with our new mechanical reel and poker gaming machines, replacing our remaining
legacy video gaming machines, plus regaining our market share in the video segment. We recently began offerin
gacy g g P g E y e g
premium-priced product options to help drive our average selling price which increased 16% to $10,250 for fiscal 2005.
Our award-winning Bluebird cabinet, CPU-NXT operating system and extensive portfolio of game content have put us on
perating sy p g

the fast track to realize our goal of becoming a global leader in the gaming supply industry.

Following the record number of new unit sales in fiscal 2005, our open orders for new gaming units remains at close to the

highest level in our history. This ievel of open orders continues to drive our visibility and extends our revenue momentum.

Other Product Sales Revenue We continue to experience favorable trends in our other product sales revenue categories.
We shipped over 7,400 conversion kits in fiscal 2005 of which 5,900 were CPU-NXT upgrade kits. We expecr that our
game conversion revenues will increase to higher levels on a year-over-year basis as our installed base of gaming machines
increases. QOur parts sales business and used games business grew and we also benefited from an important original

equipment manufacturing agreement with Multimedia Games, Inc.

N

25,000

20,000

15,000

10,000

5,000

OUR EMPLOYEES' DRIVE AND DETERMINATION DROVE OUR
RETURN TO PROHTABILITY IN FISCAL 2005. IT'S THEIR PASSION
FOR SUCCESS THAT WILL KEEP WMS ON TOP.

ew Units Sold

number of units

12,661

6,867
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WMS Industries Inc. Building on Qur Success

Gaming Operations Focus

One of WMS’ most notable achicvements in fiscal 2005 was a 54% increasce in the fiscal year end installed base of
participation machines coupled with a 19% increase in the average revenue per day that we earn on such machines. By
June 30, 2005, our installed base grew by almost 2,300 units to 6,539 total units placed in the field earning recurring
revenue on a daily basis. New game themes for our popular MONOPOLY and HOLLYWOOD SQUARES series, the
phenomenal market reception to our initial MEN IN BLACK™ games, the launch of our dual screen video gaming device
series and our initial foray in the wide-area and local-arca progressive product segment drove a 30% ycar-over-year

increase in gaming operations revenues to $110 million.

By the end of fiscal 2005 over 14% of our participation games were wide-area progressive games and we expect continued
growth in this business as we roll out new linked games. Wide-area progressive games typically generate daily revenue at
twice the average revenue for non-linked participation games so as the percentage of our linked to non-linked games

grows, we expect positive momentum in our average daily revenues, which will support our earnings growth.

Open Orders Even as we realized substantial growth in our installed base over the past twelve months, our open orders
for new participaiion games and game theme conversions remined at near cecord high levels. At June 30, 2005 our open

orders for new participation games was over 2,000 units of which over 1,500 were for incremental placements.

Investing in High-Earning Games Our investment in developing new participation games is the foundation for our
current success and strong prospects. These investments will continue as we further expand our footprint of participation

games and offer new series of participation games.

OUR GAMING OPERATIONS BUSINESS GENERATED RECORD REVENUES
WITH THE EXPANSION OF OUR WIDE-AREA PROGRESSIVE SYSTEMS AND
THE CONTINUED DEVELOPMENT OF GREAT GAME CONTENT FOR BOTH
LINKED AND NON-LINKED PARTICIPATION GAMING MACHINES.

Participation Installed
Base at Year End

number of units

8,000

6,000
5,086

4,240
4,000

2,000
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WMS Industries Inc. Building on Our Success

WE HAVE CONTINUED TO EXPAND INTO INTERNATIONAL MARKETS,
WHICH OFFER WMS HIGH GROWTH POTENTIAL AND ADDITIONAL
DISTRIBUTION CHANNELS FOR OUR GAMING PRODUCTS.

International Focus

Our success in garnering new international marker share is an excellent complement to our domestic growth. Our goal is International Units Sold

. . . . . . . . number of units
to generate approximately one-third of all new unirt sales from international markets. To accomplish this goal, we have

established game development studios in Sydney and London to ensure our content is “localized.” This approach proved to be 8,000 @
prudent as in fiscal 2005, as 32% of all new unit shipments, or 7,182 total units, were to markets outside of North America. 7000
Perhaps no international territory demonstrates our tremendous growth opportunitics as clearly as the success we have 5.000
achieved to date in the Russian market. A little more than three years ago we introduced our first products to this fast grow- 5159
. s . - . . . 5,000
ing market, and then, in fiscal 2004 we introduced our first Bluebird products which drove high levels of customer demand. 4,333
!
) . , o . ) 4,000 '
All of our placements in the Russian market are through the country’s largest distributor of slot machines. Leveraging our
success, we entered into an expanded distribution agreement with this distributor through which, beginning in fiscal 3,000
2006, we will place more new gaming units annually in the market over the six-year term of the agreement. This extended 2000
agreement sceures a level of gross profit dollars at higher levels than previously achieved.
1,000
Beyond Russia, several other international inarkets exist where we are poised to capture new market share, including the
0

rapidly expanding Macau market and expansion in the United Kingdom. The Macau market became a new legalized
market in fiscal 2005, and while table games currently dominate the casino floors, we expect that over time with the
development of new casinos, the market will transition to offer more gaming machines. We also view this market as a first
step in what we believe will be an expanding Asian market. In the United Kingdom, recently enacred legislation allows
for an expansion of the existing market coupled with the establishment of one new large casino. Our approach to provid-

ing localized game content will help ensure our success in these new markets.
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WMS Industries Inc. Building on Our Success

We're on top of our game...
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This report contains forward-looking statements concerning our furure business performance, strategy, outlook, plans, liquidity, pending regularory marrers
and outcomes of contingencies including legal proceedings, among others. Forward-looking statements may be typically identified by such words as

ERDS

‘believe,

“may,” “will,” “should,” “expect,” “anticipate,” “seek estimate,” and “intend,” among others. These forward-looking statements are subject to
risks and uncertainties that could cause our actual results to differ materially from the expectations expressed in the forward-looking statements.
Although we believe that the expectations reflected in our forward-looking statements are reasonable, any or all of our forward-looking statements may
prove to be incorrect. Consequently, no forward-looking statements may he guaranteed. Factors that could cause our actual results wo differ from expecta-
tions include the risks set forth under “Item 1. Business” and “ltem 7. Management’s Discussion and Analysis of Financial Condition and Results of

Operations,” among other items in our Form 10-K.
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Management’s Discussion and Analysis of Financial Condition and Results of Operations

WMS Industries Inc.

As used in this report, the terms “we,” “us,” “our,” and “WMS” mean WMS Industries
Inc., a Delaware corporation, and its subsidiaries. “Gaming operations,” as used
throughout this report, includes the gaming machines that we lease based upon
any of the following payment methods: (1) a percentage of the net win of the gam-
ing machines, (2) fixed daily fees, or (3) in the case of wide-area progressive gaming
machines, a percentage of the amount wagered, called coin-in.

OVERVIEW

Our historical product sales strength has been in the multi-line, multi-coin video
product line, which, together with our VLT product, accounted for substantially all
of our new product sales for the past three fiscal years. An element of our strategy
is to become a full service gaming machine provider to casinos by developing and
obtaining regulatory approval for four additional product lines:

* mechanical reel gaming machines;

¢ video poker games;

* wide-area progressive (WAP) jackpot systems; and

® local-area progressive jackpot systems.

We believe these new product lines account for approximately 65% of the
typical casino slot floor and represent a significant market share growth opportu-
nity for us.

In January 2002, as a result of software anomalies that were present in our
legacy operating system that ran our gaming machines, we began to execute a tech-
nology improvement plan to first stabilize and then modernize our operating system
software. Customers were apprised of this technology improvement plan and
our intention to introduce our new Bluebird gaming cabinet and new CPU-NXT
computer circuit board and operating system that would provide features and func-
tionality that our existing products lacked. As a result, from January 2002 through
November 2003, our product sales revenues declined from levels experienced in
fiscal 2000 and 2001.

As we received regulatory approvals throughout fiscal 2004 for our new
CPU-NXT computer circuit board and operating system, new Bluebird cabinet and
new games from each of the six North American gaming labs, our product sales
revenues increased and this continued in fiscal 2005. In fiscal 2006, 2007 and
2008, with all of the approvals in hand for all of our product lines, we expect to
grow our market share with our new product lines: mechanical reel, video poker,

local-area progressive jackpot systems and wide-area progressive jackpot systems.

2005 Annual Report

Technology Improvement Plan

In the first phase of this plan, we improved the stability of our operating system by
introducing two upgrades, version 2.57 for hopper-based games and version 2.59
for printer-based games. Version 2.57 has been approved by all six of the North
American gaming labs, and we were required to and completed an upgrade of our
hopper game operating system to version 2.57 in four jurisdictions plus the casinos
regulated by Gaming Laboratories International, Inc. (GLI). Other jurisdictions
may require upgrades in the future. We are making version 2.57 available in other
jurisdictions as an optional upgrade. GLI and Nevada approved version 2.59, our
printer upgrade version, in calendar 2003. Nevada and GLI are currently the only
jurisdictions that have required all printer games be upgraded to version 2.59.
Other jurisdictions may require upgrades in the future, and we have made version
2.59 available in other approved jurisdictions as an optional upgrade. The GLI lab
tests products for all of the Native American casinos and the Midwest riverboat
casinos where in the aggregate we believe about 50% of our legacy gaming machines
are deployed.

We have completed the second phase of our technology improvement plan,
which consisted of the development, approval and introduction of our new CPU-NXT
computer circuit board and operating system for video-based games. The commer-
cial version of the CPU-NXT operating system was approved by GLI in September
2003 when we also received GLI approval for nine game themes on this new system.
We subsequently received regulatory approvals for CPU-NXT from the other five
North American gaming labs.

In the third phase of the technology improvement plan, we are evaluating
specifications and requirements for an even more advanced gaming system. We
continue to refine the design and specifications to incorporate additional features
we desire for this platform and continue to allocate more resources to this longer-
term effort. In June 2005, we entered into a wide-ranging technology transfer agree-
ment with Cyberscan Technology Inc. (d/bfa Cyberview Technology) to acquire
new technology capabilities. Cyberview designs and develops server-based game
download and gaming systems and related player stations and equipment. The
Cyberview technologies licensed by WMS include centrally-controlled game down-
load and remote configuration subsystems, as well as a centrally-controlled outcome
determination module and advanced security and authentication capabilities.

Under the terms of the agreement, WMS acquired the non-exclusive right
to use and further develop the latest versions of Cyberview’s server-based and
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Management’s Discussion and Analysis of Financial Condition and Results of Operations (continued)

<

the September 2004 quarter. We received first regulatory approval of our second
poker game, Reel 'Em In in September 2004.

Brand Licenses
We continue investing in future content and positioning WMS to drive industry
innovation through the licensing of important brand name intellectual
property rights.

During the September 2003 quarter, we extended our agreement with Hasbro,
Inc. for the use of their MONOPOLY brand through calendar year 2011. As a result
of the extension, we intend to devote more development efforts to the MONOPOLY
brand in the coming years. We launched nine new MONOPOLY themed participa-
tion games in fiscal 2005 and five new MONOPOLY themed participation games in
fiscal 2004, including our first proprietary WAP system featuring the MONOPOLY
Money progressive jackpot. We currently have seven MONOPOLY WAP themes,
including MONOPOLY 5X Railroad™, MONOPOLY Fiery Sevens™, MONOPOLY
Own It All, MONOPOLY All in the Cards, MONOPOLY 7’s, MONOPOLY Wild
Chance®, and MONOPOLY Corner the Market® in five jurisdictions, specifically
Nevada, Native American, Colorado, Mississippi and New Jersey. In fiscal 2005, we
added other MONOPOLY non-linked games to our participation game portfolio,
specifically Reel Riches™ and Cash Flow™ We introduced our second wide-area
progressive jackpot series in January 2005, as A FISTFUL OF DOLLARS featuring
Clint Eastwood with two new games Wanted and Wild Shot.

We license the HOLLYWOOD SQUARES brand name from King World
Productions. In the March 2004 quarter, we launched the fifth game in the
HOLLYWOOD SQUARES themed series of non-linked participation games called
Tour of Stars® and in July 2004, we launched the sixth game in the series, Prize
Spin® Qur seventh game in the series and our first HOLLYWOOD SQUARES
themed participation game to be in our Bluebird cabinet, Premier Night®, received
initial approval in the June 2005 quarter.

We introduced the first of our MEN IN BLACK series of non-linked partici-
pation games in our new Bluebird cabinet in June 2004. The second game in this
series, Riches of the Universe® was launched in the March 2005 quarter. We have
recently submitted MEN IN BLACK Galactic Payback™ for approval in several
jurisdictions and have already received approvals in Nevada, GLI and Michigan.

We introduced MATCH GAME™ to launch our dual screen series in our
new Bluebird cabinet in July 2004. We received approvals for PASSWORD™, our
second game in the series, in the December 2004 quarter and approval for the third
game SUPERMARKET SWEEP™ in March 2005. In fiscal 2005, we also received
approvals for additional games in our dual screen series, including Kahuna Kash®,
Reel 'Em In, Big Bass Bucks®, Road to Riches™ and YOU BET YOUR LIFE™

In October 2003, we entered into an exclusive agreement to develop, market
and distribute games using the lottery brand POWERBALL that we are developing
as a wide-area progressive game and expect first approval in the March 2006 quarter.

Harrah’s Licensing Company. We expect to receive first approval in September
2005 for our first video poker games based on this high profile brand and the tim-
ing of the launch of this product will be determined by Harrah’s.

Class 11 Gaming

Effective April 1, 2004, we executed an agreement with Multimedia to expand and
extend our relationship to address opportunities in Class I, Class 1 style bingo and
pull-tab style games, Charitable Gaming and, in California, Tribal Instant Lottery
Gaming venues. Through this agreement, Multimedia licenses WMS game themes,
and we serve as Multimedia’s primary original equipment manufacturer of gaming
cabinets. In August 2005, we extended the agreement through March 31, 2007.

The relationship addresses the Native American Class 11, emerging Chari-
table Gaming markets, Class II style bingo and pull-tab style games and certain
compacted markets (including Washington State and Oklahoma) throughout
North America, as well as California Tribal Instant Lottery Game (C-TILG) oppor-
tunities. Additionally, the companies could jointly pursue central determinant-
based video lottery markets outside of North America, although no markets to date
have been jointly pursued. This expanded relationship combines Multimedia’s
leadership in central determination gaming technology with our game content
strengths and gaming cabinet manufacturing expertise to fully leverage Multi-
media’s industry-leading market share in Class 1l gaming markets.

Pursuant fo the terms of the agreement, we licensed to Multimedia our
extensive game content library, including branded participation games, for exclu-
sive placement (subject to our existing commitments) in Multimedia’s central
determination system-based venues offering Class 1I, Washington State Class 111,
Charity, and CTILG products. Multimedia agreed to purchase a specified mini-
mum number of game licenses annually during the initial two-year term of the
agreement. Additionally, Multimedia agreed to purchase minimum quantities of
new gaming cabinets for placement in the above-noted markets in the form of
either legacy cabinets or our Bluebird gaming cabinet, including slim-line versions
of both cabinet styles.

Recent Developments .
In late August 2005, a devastating hurricane hit the Gulf coast of Mississippi and
Louisiana, causing substantial damage to the Gulfport and Biloxi, Mississippi area,

as well as New Orleans, Louisiana. This is a very dynamic situation and our concerns
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Management’s Discussion and >5w_<m~m of m_:m:o_m_ Condition and Results of Operations (continued)

cssm Industries Inc.

At June 30, 2005, we had $2.4 million of research and development tax
credit carryforwards expiring from 2022 through 2025, $2.5 million of foreign tax
credit carryforwards expiring from 2011 through 2015, $42.8 million of state net
operating loss carryforwards expiring from 2008 through 2024, $20.8 million of
federal net operating loss carryforwards expiring in 2024 and $2.2 million of for-
eign net operating losses with unlimited carryforward.

At June 30, 2005, we believe it is more likely than not that we will realize
substantially all of the benefit of the $22.7 million of net deferred tax assets on our
balance sheet, including the net operating loss carryforwards and research and
development tax credit carryforwards. Accordingly, we only provided a minimal
valuation allowance against these deferred tax assets. In determining the level of
required valuation allowance, we considered the scheduled reversal of deferred tax
liabilities, projected future taxable income, and tax planning strategies in making
this assessment. However, additional valuation allowances could be recorded
against these deferred tax assets and charged against income in future periods if
our future estimates of amounts realizable are reduced or if the timing of such real-
ization extends beyond our current expectations.

In December 2004, the issuance of Statement of Financial Accounting
Standards Staff Position 109-1 provided that accounting for the rax deduction on
qualified production expense arising from the enactment of the American Jobs
Creation Act should be treated as a special income tax deduction, rather than a
reduction of the overall statutory Federal tax rate. We have maintained our deferred
tax assets at the historical Federal and Srate statutory rates.

The application of this policy affects the level of our tax expense, current
income tax receivables and liabilities, and current and non-current deferred tax
assets and liabilities. In fiscal 2005, 2004 and 2003, we had no material changes in
the critical accounting estimates arising from the application of this policy.

Allowances for Slow-Moving and Obsolete Inventories

We value inventory based on estimates of potentially excess and obsolete inventory
after considering forecasted demand and forecasted average selling prices. How-
ever, forecasts are subject to revisions, cancellations and rescheduling. Actual
demand may differ from anticipated demand, and such differences may have a
material effect on our financial statements. Demand for legacy parts inventory is
subject to technical obsolescence. Inventory on hand in excess of forecasted
demand is written down to net realizable value.

In fiscal 2004, we introduced our new Bluebird cabinet and CPU-NXT gam-
ing platform, and this has accelerated the obsolescence of existing legacy product
lines. Some customers traded in their legacy gaming machines when they purchased
a new Bluebird gaming machine. We either sell these trade-ins as-is or renovate the

Noom Annual Wn@oﬁ

legacy gaming machines before resale. We also have legacy parts inventory which
we use for renovating the trade-in games, producing new legacy gaming machines
under OEM arrangements with Multimedia Games (MGAM), or selling such parts
to casinos and others for our spare parts business. An active market exists mostly
outside of North America for used gaming machines. In January 2005, we relocated
the refurbishment of used gaming machines to our Las Vegas facility to better focus
on this business. In fiscal 2005, we sold 2,442 used gaming machines. We continue
to support our customers’ installed base of legacy gaming machines and continue to
review our legacy inventories for impairment.

At June 30, 2005, our inventories included $23.2 million of legacy product
including $11.8 million of legacy raw materials and $11.4 million of new and used
legacy finished goods. This compares to a total of $33.2 million at June 30, 2004.
Demand for Bluebird product continues to exceed our expectations. While this
higher demand is a positive development for our long-term growth, it has acceler-
ated the transition from our legacy product line. In response to this, we took steps
to address the most challenging components of the legacy inventory including sell-
ing older model used gaming machines and used gaming machines configured with
undesirable laminate colors, as well as selling back to suppliers excess quantities of
certain legacy raw materials. In fiscal 2005, we recorded non-cash, pre-tax net
inventory charges of $4.6 million to reduce legacy inventory to net realizable value.

The application of this policy affects the level of our inventory and cost of
product sales. In fiscal 2004 and 2003, we had no material changes in the critical
accounting estimates arising from the application of this policy.

Participation Gaming Machine Depreciation

Historically, we depreciated our legacy participation gaming machines over a two-
year useful life to a small salvage value and top boxes over a two-year useful life.
We introduced our new Bluebird cabinet participation games in June 2004. We are
depreciating the Bluebird participation gaming machines over three years with a
small salvage value, and the top boxes over one year to better match the reality of
actual useful lives. A material adverse impact could occur if the actual useful life of
the participation gaming machines or top boxes is less than what was used in esti-
mating depreciation expense, or if actual salvage value is less than the anticipated
salvage value.

The application of this policy affects the level of our gaming operations
machines, accumulated depreciation on gaming operations machines and deprecia-
tion expense. In fiscal 2005, 2004 and 2003, we had no material changes in the
critical accounting estimates arising from the application of this policy, and the
change in depreciable life for the Bluebird product did not have a material impact
on our financial statements in fiscal 2005.
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Management’s Discussion and Analysis of m:&sn.&_ Condition mDm Results of Operations (continued)

WMS Industries Inc.

for transactions in which an entity obtains employee services in share-based
payment transactions. The provisions of this Statement are effective as of the
beginning of the annual reporting period that begins after June 15, 2005. We
expect to adopt this Statement using the modified-prospective transition method.
We currently estimate the quarterly impact of adopting this Statement will be a
$0.06 decrease in net income per diluted share.

In December 2004, the FASB issued Starement No. 153, “Exchanges of
Non-Monetary Assets,” an amendment of APB Opinion No. 29, “Accounting for
Non-Monetary Transactions.” The amendments made by Statement 153 are based
on the principle that exchanges of non-monetary assets should be measured based
on the fair value of the assets exchanged. Further, the amendments eliminate the
narrow exception for non-monetary exchanges of similar productive assets and
replace it with a broader exception for exchanges of non-monetary assets that do
not have commercial substance. Previously, Opinion 29 required that the account-
ing for an exchange of a productive asset for a similar productive asset or an equiv-
alent interest in the same or similar productive asset should be based on the
recorded amount of the asset relinquished. This Statement is effective for non-
monetary asset exchanges occurring in fiscal periods beginning after June 15, 2005.
Adoption of this Statement is not expected to have a significant effect on the
Company’s consolidated results of operations, cash flows, or financial position.

In November 2004, the FASB issued Statement No. 151, “Inventory Costs—
an amendment of ARB No. 43, Chapter 4, ‘Inventory Pricing’ ” This Statement
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clarifies the accounting for some circumstances in which items such as idle facility
expense, excessive spoilage, double freight, and rehandling costs may be so abnor-
mal as to require treatment as current period charges. This Statement is effective
for inventory costs incurred during fiscal years beginning after June 15, 2005.
Adoption of this Statement is not expected to have a significant effect on the
Company’s consolidated results of operations, cash flows, or financial position.

In December 2004, the FASB issued FASB Staff Position 109-1, “Application
of FASB Sratement No. 109, ‘Accounting for Income Taxes,’ to the Tax Deduction
on Qualified Production Activities Provided by the American Jobs Creation Act
of 2004 (the “Act”)” The Act provides a tax deduction on qualified production
activities. FASB Staff Position 109-1 provides that the deduction should be accounted
for as a special deduction in accordance with FASB Statement No. 109. We adopted
FASB Staff Position 109-1 in the quarter ended December 31, 2004 and the impact
was not significant to the Company’s nozmormumn& results of operations, cash flows,

or financial position.

In December 2004, the FASB issued FASB Staff Position 109-2, “Accounting
and Disclosure Guidance for the Foreign Earnings Repatriation Provision within
the American Jobs Creation Act of 2004.” FASB Staff Position 109-2 introduces a
special one-time dividends received deduction on the repatriation of certain foreign
carnings to a U.S. taxpayer, provided certain criteria are met. This position is effec-
tive upon issuance and the impact was not significant to the Company’s consolidated
results of operations, cash flows, or financial position.

OFF- m>r>ZOm mImm,ﬁ >WW>ZOmZmZ%m AND OOZH?}O%C\»_\ Ow:O\/H_OZm

We are not dependent on off-balance sheet financing arrangements to fund our operations. We utilize financing arrangements for operating leases of equipment and facilities,

none of which are in excess of our current needs. We also have minimum guaranteed royalty payments for intellectual property used in our gaming machines that are not

recorded on our balance sheet. Typically, we are obligated to make minimum guaranteed royalty payments over the term of our license and to advance payment against

those guarantees.

Our obligations under these arrangements and under our convertible subordinated notes, at June 30, 2005, were as follows:

Payments Due by Period (In millions)

Less than More than
Conrractual Obligations Tortal 1 Year 1-3 Years  3-5 Years 5 Years
Operating leases $ 29.0 $ 27 $ 6.1 $ 5.4 $ 14.8
Royalty payments, excluding contingent payments 56.3 16.3 249 10.2 5.1
Non-cancelable raw materials purchase orders 0.9 0.9 — —
Convertible subordinated notes 1150 — — — 1150
Other, including guaranteed minimums in employment agreements 8.9 83 0.6 — —

Total

$210.1 $28.2 $31.4 $15.6 $134.9
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WMS Industries Inc.

goods as we experienced an increasing volume of business and growth in the
installed base of gaming operations machines. Royalty advances increased by $22.4
million due to new technology and brand license agreements we entered into or
amended during fiscal 2005. Income tax receivables decreased by $0.3 million pri-
marily due to receipt of prior year tax refunds. Current liabilities increased by $28.8
million due to higher accounts payable reflecting higher inventory levels, higher
royalty accruals and higher compensation related accruals. We have not experi-
enced significant bad debt expense in any of the periods presented. We expect to
continue to invest in working capital through fiscal 2006 and 2007.

Due to our operating losses in fiscal 2004 and 2003, we have recorded $1.9
million and $2.2 million of current income tax receivables on our balance sheets as
of June 30, 2005 and June 30, 2004, respectively. This tax receivable is based on
our ability to receive refunds of tax payments made in fiscal 2005, 2004 and 2003,
including payments made under the Federal alternative minimum tax system.

We also have $22.7 million of net deferred rax assets on our balance sheet as
of June 30, 2005, an increase of $4.0 million from June 30, 2004. Thesc assets repre-
sent taxable temporary differences expected to reverse in future years, and tax credits
and remaining tax net operating losses generated in fiscal 2004 and 2003 that can
be claimed on future income tax returns to reduce current tax due in those years. We
believe it is more likely than not that we will realize the benefits of these deferred
tax assets. We made this determination primarily based on our projection of future
taxable income which we believe will be sufficient to allow us to realize these deferred
tax assets. On this basis, we have provided a minimal valuation allowance related
to realizability of such assets as of June 30, 2005. However, additional valuation
allowances could be recorded against these deferred tax assets and charged against
income in future periods if our future estimates of amounts realizable are reduced
or if the timing of such realization extends beyond our current expectations.

We have no material commitments for capital expenditures at June 30, 2005.
We expect to spend $8.0 to $11.0 million in fiscal 2006 on expanding our manufac-
turing facility in Waukegan, Hlinois. We utilize financing arrangements for operating
leases at regional office facilities and for some equipment. We have royalty commit-
ments for brand and technology licenses that are not recorded in our balance sheet.
Qur total potential royalty commitments, including payments of $0.6 million con-
tingent upon future events, increased from $92.7 million at June 30, 2004 to $116.0
million at June 30, 2005, of which $59.1 million has been paid. Please refer to the
table under “Off-Balance Sheet Arrangements and Contractual Obligations” above
and Note 12 to our consolidated financial statements.

In June 2003, we issued $100 million of convertible subordinated notes bear-
ing interest at 2.75% maturing on July 15, 2010. In July 2003, we issued an additional
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$15 million of convertible subordinated notes under identical terms to cover an
overallorment option granted to the initial purchasers of the notes. The notes are
convertible at any time into an aggregate of 5.8 million shares of our common
stock at a conversion price of $19.78 per share, subject to adjustment. The notes are
not callable. We pay interest on the notes semi-annually on January 15 and July 15
of each year aggregating $3.2 million annually, which commenced on January 15,
2004. Conversion of the 2.75% convertible subordinated notes into shares of common
stock would reduce our annual interest expense. The conversion of the 2.75%
convertible subordinated notes to common stock is dependent on individual
holders’ choices to convert, which is dependent on the spread of the market price
of our stock above the conversion strike price of $19.78 per share. None of the
holders have converted any of their convertible subordinated notes into our
common stock.

Capital Resources
The following table summarizes our sources and uses of cash for the periods shown
(in millions of dollars):

Increase

Year Ended June 30, 2005 2004 (Decrease)
Cash provided (used) by:

Operating activities $ 3.6y $(23.2) $19.6

Investing activities (36.1) (38.4) 23

Financing activities 154 22.0 (6.6)

Effect of exchange rates on cash (0.4) (0.1) (0.3)
Increase (decrease) in cash and cash equivalents $(24.7)  $(39.7) $15.0

Cash used by operating activities was $3.6 million for fiscal 2005, as com-
pared to cash used of $23.2 million for fiscal 2004. The $19.6 million current year’s
decrease in cash used by operating activities relative to the comparable prior year
was due to a $22.1 million increase in net income and a $23.4 million increase in
non-cash expenses, partially offset by a $25.9 million increase in cash invested in
operating assets and liabilities due to growth of our business. Depreciation expense
totaled $40.4 million for fiscal 2005, as compared ro $26.9 million for fiscal 2004.
We anticipate cash to be provided by operations over the next twelve months, due
to anticipated higher revenues from increased new unit sales, higher gaming opera-
tions revenues and higher depreciation and amortization expense, partially offset
by higher research and development expenses related to the ongoing execution of
our technology improvement plan, product approval costs, product line expansion
costs and increased game offerings, as well as higher selling and administrative
costs due to higher revenues. In addition, we expect in fiscal 2006 and fiscal 2007
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our previously outstanding shares for an aggregate price of $42.5 million, or $13.31
per share. A $25 million share buyback program approved by our Board of Direc-
tors in April 2003 and expanded in June 2003, expired in April 2004. Effective

RESULTS OF OPERATIONS

Year Ended June 30, 2005 Compared with Year Ended June 30, 2004

August 9, 2004, our Board of Directors approved a new $20.0 million buyback pro-
gram for a one-year term which expired unused on August 8, 2005. See Note 10 to
our consolidated financial statements included in this report.

Revenues, Gross Margins and Key Performance Indicators (in millions of dollars, except unit and gross matgin data):

Increase
Year Ended June 30, 2005 2004 (Decrease) % Change
Product Sales:
New unit sales revenue $ 2335 $111.5 $122.0 109.4%
Parts, used games, conversions and OEM revenue 45.1 34.4 10.7 31.1
Total product sales revenue $ 2786 $145.9 $132.7 91.0
Total new units sold 22,784 12,661 10,123 80.0
Average sales price per new unit $10,250 $8,813 $1,437 163
Total OEM units sold 1,750 2,000 (250) (12.5)
Gross profit on producr sales revenue $ 1114 $ 585 $ 52.9 90.4
Gross margin on product sales revenue 40.0% 40.1% (0.1Y% (0.3)
Gaming Operations:
Participation revenue $ 871.7 $ 64.3 $ 234 36.4
Royalty, VLT and other lease revenue 22.1 20.0 2.1 10.5
Total gaming operations revenue $ 109.8 $ 84.3 $ 255 30.2
Average installed base 5,082 4,430 652 14.7
Installed base at period end 6,539 4,240 2,299 54.2
Net revenue per day per machine $ 47.31 $39.60 $ 7.1 19.5
Gross profit on gaming operations revenue $ 84.6 $ 69.0 $ 156 226
Gross margin on gaming operations revenue 77.0% 81.9% (4.9% (6.0)
Total Revenues $ 388.4 $230.2 $158.2 68.7
Total Gross Profit $ 196.0 $127.5 $ 68.5 53.7
Total Gross Margin 50.5% 55.4% (4.9)% (8.8)%

The increase in total revenues in fiscal 2005 compared to fiscal 2004 was due to
$122.0 million in higher new gaming machine sales, $10.7 million in greater parts,
used games, conversion and OEM revenues, a $23.4 million increase in participation
revenues and $2.1 million in higher royalty, VLT and other lease revenue.

New unit sales increased by 80.0% to 22,784 units in fiscal 2005 compared
to 12,661 new units in fiscal 2004, as we shipped our new Bluebird gaming machines
to additional jurisdictions after receiving additional regulatory approvals. We also
began shipping our new mechanical reel and poker products, as well as offering a

higher number of new game themes. In fiscal 2005, revenues from parts, used
games, conversions and OEM revenues increased 31.1% compared to the prior fiscal
year due to an increase in CPU-NXT upgrade kits sold during fiscal 2005 as we
received approvals to sell our new games and conversion kits with the CPU-NXT
operating system. The average selling price of new units was $10,250 in fiscal 2005.
The average sales price per new unit increased 16.3% as higher priced new Bluebird
units represented a greater proportion of new unit sales during fiscal 2005 and we
benefited from new premium-priced product enhancement features such as marquees
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Research and development expenses increased $5.5 million, or 12.3% to $50.3 mil-
lion in fiscal 2005 compared to $44.8 million in the prior fiscal year. The increased
costs were due to $0.3 million of separation costs related to a reduction in workforce,
higher regulatory approval costs incurred for the final approvals for CPU-NXT and
Bluebird, for a greater number of new game themes and for the final legacy operat-
ing system upgrade in GLI territories, plus headcount increases to fully staff our
international game development studios and increased staff for the long-term
portion of the technology improvement plan. With higher regulatory approval
costs and a greater number of product lines and game theme offerings planned
throughout fiscal 2006, we expect quarterly research and development expenses to
exceed levels in the comparable prior year quarters. During fiscal 2005, we intro-
duced 50 new games for sale and 18 new participation games, and in fiscal 2004, we
introduced 18 new games for sale and 8 new participation games.

Selling and administrative expenses increased $17.0 million, or 29.5%, to
$74.6 million in fiscal 2005 compared to $57.6 million in fiscal 2004. These cost
increases resulted from $0.5 million of separation costs related to a reduction in
workforce, higher commissions based on substantially higher revenues, additional
headcount, overtime and temporary contract labor for game installs, participation
placements and in certain administrative areas due to increased demand and the
timing of shipments, additional trade show and markering costs to continue to
support the simultaneous launch of three new product lines and higher equity
compensation costs. We continue to expect selling and administrative expenses in
fiscal 2006 and 2007 to exceed those in comparable prior years' quarters.

Depreciation and amortization expense increased by $13.5 million, or 50.2%,
as the level of investment in participation gaming machines for gaming operations
increased from fiscal 2004 to $63.9 million with the installation of 5,187 new
Bluebird cabinets during fiscal 2005. We expect that the level of investment in
gaming operations equipment will continue, but at declining levels for the next
two fiscal years due to the ongoing placement of new participation game themes,
including WAP game themes, in our new Bluebird cabinet.

We generated operating income of $30.7 million in fiscal 2005, compared
to an operating loss of $(1.8) million in fiscal 2004. The improved operating per-
formance in fiscal 2005 resulted from the $68.5 million increase in gross profit,
partially offset by a $5.5 million increase in research and development expenses,
$17.0 million increase in selling and administrative expenses and $13.5 million
increase in depreciation and amortization expense.

We incurred interest expense of $3.9 million and $3.8 million in fiscal 2005
and fiscal 2004, respectively related to our 2.75% convertible subordinated notes
issued in June and July of 2003. Offsetting this, in the December 2004 quarter, we
recorded $1.5 million of pre- and post-tax income related to final settlement of tax
advances with our former subsidiary, Midway Games, which we previously fully
reserved. We also recorded a pre-tax gain of $0.6 million in other income from the
license of certain intellectual property of a discontinued business. In addition, we
recorded $1.4 million and $2.6 million of other income, in fiscal 2005 and fiscal
2004, respectively, primarily interest and investment income earned on cash, cash
equivalents and short-term investments.

The provision for income taxes in fiscal 2005, which includes both current
and deferred raxes, was at an effective tax rate of 30.0%, largely due to higher
research and development credits, foreign tax credits, export sales deductions,
favorable adjustment of prior years’ taxes, dividend investment income and foreign
income. The benefir for income taxes in fiscal 2004, which includes both current
and deferred taxes, was at an effective tax rate of 70.9%, largely due to a low net
loss and higher research and development credits, foreign tax credits, export sales
deductions, dividend investment income and foreign income. We expect our effec-
tive tax rate in the future will approach the mid-thirties.

Our net income was $21.2 million or $0.62 per diluted share for the current
fiscal year compared to net loss of $(0.9) million, or $(0.03) per diluted share, for
the prior fiscal year.




13130 pue sJTA ‘A3fedor Ul 3seaIdUl 94Q°0b B W03 PaNjauaq $anuLaal suoneiado
utwen) "pajeuruissy sem 1odyoel sarssasdord eate-apim pawayl YOATAYNS 18] Y3
$007 Adenue( uf “pasesrdap pey saties uontedidnaed 19pjo IO JO UL JO 3OUBW
-10p13d 33 pue ‘UONEZIUNO) PUE UOHIBUIWOUIP-TInW ‘suondo Jurued ssajysed
Se |ons papuewap siojeiddo oulsed jeya Anjeuonouny pue sainies) A3y 1roddns
10U $20p wWalsAs Suneiado AdeFaf INO JBYI 108§ 34T 01 0P (007 [BOSY WOl) paul[dap
95BQ PI[[BISUL Y ] "SIUWIES MU INO YIm ISBQ PI[RISUL 3Y1 |s31J91 03 panupuod
am se Aep 1ad (09'6¢¢ O3 rea4 [edsy Jond ays woyy Aep 1ad (¢ Aq pasedrdur Aep
15d aNUBARI 33U Y1 I[IYM ‘€007 [BISY Ul SHUN gOG'G WO 007 [BISH Ul sIun Och'y
03 pasearoap saulyoew Jurwed uonedpnaed jo aseq pajeisul sfeiaae oy,

"$00T 1828 Ul L¢00T¢ sem
sarun paganyg Jo 20ud Sur|jes afe1oae oy | $Q07 [BOSY SULIND s9[es [BUIULIR] AI3110]
09p1a paonid 19MO] 198JJ0 UBYY B10W suun puganyg padud 1aysiy se g,(0°g paseasout

un mau 13d 9011d sajes a8e1aae Y | $O(O7 [BISY JO SYIUOW XIS 158 9 I9A0 WNISAS
sunerndo [ XN-dD 4! YNM SID] UOISISAUOD PUE $9WEF MaU 1no |[9s 01 sjeacidde
Pa412031 am SB S3NUDSAIL UOISIIAUGD dUIRS JO S]9A9) J9yS1y pue ‘1eak [edsy Jualnd
3y} Ul syuswdIBe NFO) FPpUR Plos SHUN (0] JO ISBIIOUI UR 01 S0P 1BIA [BISY
3o01d 33 01 paredwlod o4+ (7 PISEIIDUL SANUDAL NF() PUE SUOISISAUOD ‘Souies pasn
‘s1red WOy $9NUIAIL ‘$(07 [BOSY U[ 'SIWSYI SWEF MU JO JOQIINU I1DYSIY B PaIayjo
om se pue sjeaoxdde A101engda1 Juiaredsl 1v1je ssunyoew Jurwes ospla puganig
mau Ino paddiys am se ‘sun 1997 031 % HQ AQ PIsEIIDUL $3[BS JUN MAN]
‘§3nuU3A31 uored
-puaed Ul 3se3109p UOH[IW ¢ ¢ B AQ 195)50 Ajjenied ‘Onudadl 3sEI] 1YI0 pue JA
‘Arfedor 10481y uy woIw ¢4 pue ‘SaNUBAA NH( PUB UOISISAUOD ‘sawied pasn
‘s3red 1938313 Ut UOH[[HWE Q'G¢ ‘SATES JUIYDBW FUIWIES MU PISEIdUL Ul UOT[[IW 64
01 anp sem Q07 [B2SY 01 pauedwiod 07 [BISY UI SONUIAST [BI0) UL 2SEIIDUL Y |

%(€'9) %(L°€) %165 %56 waIepy $s010) [EI0]
Loz 617 ¢ 9°¢01$ WNAEN o1 $S0I0) [RI0]
89z gic$ L8LTE 7028 $9NU2ADY JBI0]
8¢ %S b %y LL %6'18 anuaaal suonerado Sutwed uo uidrew ssoin)

(Tv) oo $ oL $ 069 § anuasar suonesado Surwed uo nyoid ssoiny
o1 0 ¢ 61°6¢% 09'6£$ suryoew 1ad Aep 12d 2nuaaar 1o
991) (9¥8) 980°'s ovT'y pua pouiad 1 aseq pa||eisu]
(961) (6L0°T) 606G oty aseq pajjeIsul afesay
(+'6) (L8) ¢ 0¢6 $ £F8 ¢ anuaaal suonerado Jujured [el0]
0y 8¢ (44! 00z INUADI JSBI 19YI0 pue JA ‘Aijehoy
(#'81) (S+1)$ 8L $ €99 § anuaaa1 uopedionie]
:suonerad( Sutuer)
£ %60 % 6¢ %10 anuaaal sajes 1onpoid uo uidew ss010)
I'vL 647 ¢ 9'¢e § g8c ¢ aNuaAaI s3[ks 19npord uo 1joad sso10y
0001 0001 0001 0007 PIOS sHUn WO [10L
09 6y ¢ R1¢'8$ €188% aun mou 1ad 2o11d s9jes 98eseny
¥¥8 YoL's 1989 19971 P{os S1IUN Mau [EI0],
7oL 709 ¢ 168 ¢ 66P1$ anuaaal sajes 1onpoid eI0],
£0¢ 8¢ 987 (4% 2NUIADI T PUB SUOISIZAUOD ‘sowied pasn ‘s11eg
%€ 56 ¥¥s ¢ 126 $ S111% aNU3AI SIS NUN MIN]
1$9]6G 12NPOIY
a8ueyD) (as2103(]) €007 007 ‘0¢ dun( papug Jeag
g mequ:—

:(e3ep wiSrew $s013 pue nun 1daoxa ‘SIBJOP JO SUOHJIUI UT) S103E0TPU] 9DURWIOLNS] A3 PUEB SUIGIR)Y $5010) ‘SINUIAY

€007 ‘0¢ dunf papug 18k Yim paredwo) 007 ‘0¢ dunf papuy Jeag



Management’s Discussion and Analysis of Financial Condition and Results of Operations (continued)

........................... ‘Z..ﬁ.:l.o

WMS Industries Inc.

lease revenues in fiscal 2004 from fiscal 2003, due to our licensees’ increased
purchases or placement of WMS games.

Total gross profit increased to $127.5 million for fiscal 2004 from $105.6 mil-
lion in fiscal 2003 while total gross margin was 55.4% in fiscal 2004 compared to
59.1% in fiscal 2003. Higher margin gaming operations revenues were only 36.6%
of total revenues in fiscal 2004, compared to 52.0% of total revenues in fiscal 2003
due to the increase of new unit sales and an overall decline of gaming operations

revenues in the current year. The gross margin on product sales was 40.1% for fiscal

2005 Annual Report

2004, up from 39.2% in the prior year, reflecting higher margin on the mix of
products sold. The gross profit margin on gaming operations increased to 8§1.9% in
fiscal 2004 compared to 77.4% in the prior fiscal year, as an increase in the average
net revenue per day and higher royalties received from licensees was only partly
offset by higher royalty rates payable to licensors. Fiscal 2003 operating results
for gaming operations also included $2.0 million of charges due to inventory
write downs.

Operating Expenses (in millions of dollars):

Year Ended June 30, 2004 2003
As % of As % of Increase %
$ Revenue $ Revenue . (Decrease) Change
Research and development $ 44.8 19.5% $ 403 22.6% $4.5 11.2%
Selling and administrative 57.6 25.0 56.2 314 1.4 2.5
Depreciation and amortization 269 11.7 26.7 14.9 0.2 0.7
$129.3 56.2% $123.2 68.9% $6.1 5.0%

Research and development expenses increased $4.5 million, or 11.2% to $44.8 mil-
lion in fiscal 2004 compared to $40.3 million in the prior fiscal year, due to ongoing
execution of our technology improvement plan, product approval costs, product line
expansion costs and increased game offerings. During fiscal 2004, we introduced
18 new games for sale and 8 new participation games, and in fiscal 2003 we intro-
duced 4 new games for sale and 6 new participation games.

Selling and administrative expenses increased $1.4 million, or 2.5%, to $57.6
million in fiscal 2004 compared to $56.2 million in fiscal 2003, due to the ongoing
execution of our re-emergence plan and the implementation of an Oracle Enter-
prise Resource Planning system. Selling and administrative expense in fiscal 2003
included a $3.5 million charge for the purchase of rights to restricted stock at a
discount from market value and a $2.5 million write-off of RAPID ROULETTE
distribution rights.

Depreciation and amortization expense increased by $0.Z million, due to

additional property, plant and equipment additions, partially offset by the level of

investment in gaming machines for gaming operations which was lower than in prior
fiscal years as we awaited regulatory approvals for new games in Bluebird cabinets.

We incurred an operating loss of $(1.8) million in fiscal 2004, compared to
an operating loss of $(17.6) million in fiscal 2003. The improved operating perfor-
mance in fiscal 2004 resulted from the $21.9 million increase in gross profit, partially
offset by a $4.5 million increase in research and development expenses and $1.4
million increase in selling and administrative expenses.

We incurred interest expense of $3.8 million in fiscal 2004 related to our
2.75% convertible subordinated notes issued in June and July of 2003. This was
partially offset by $2.6 million of other income, primarily interest and investment
income earned on cash, cash equivalents and short-term investments, which at
June 30, 2004 amounted to $116.2 million.

Our consolidated statement of operations for fiscal 2003 reflected a write-off
of a $3.9 mililion tax advance to Midway. The write-off was due to the uncertainty -
of the payback period from Midway of the amount advanced.
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WMS Industries Inc. 2005 Annual Report

Report of Independent Registered Public Accounting Firm

To the Board of Directors and Stockholders of
WMS Industries Inc.

We have audited the accompanying consolidated balance sheets of WMS Industries
Inc. (the “Company”) as of June 30, 2005 and 2004, and the related consolidated
statements of operations, stockholders’ equity and comprehensive income and cash
flows for each of the three years in the period ended June 30, 2005. These financial
statements are the responsibility of the Company’s management. Our responsibility
is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public
Company Accounting Oversight Board (United States). Those standards requite
that we plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatement. An audit includes exam-
ining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audits provide a rea-
sonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in
all material respects, the consolidated financial position of WMS Industries Inc. at
June 30, 2005 and 2004, and the consolidated results of its operations and its cash
flows for each of the three years in the period ended June 30, 2005, in conformity
with U.S. generally accepted accounting principles.

We also have audited, in accordance with the standards of the Public Com-
pany Accounting Oversight Board (United States), the effectiveness of WMS
Industries Inc.’s internal control over financial reporting as of June 30, 2005, based
on criteria established in Internal Control—Integrated Framework issued by the
Commitree of Sponsoring Organizations of the Treadway Commission and our
report dated September 6, 2005 expressed an unqualified opinion thereon.

St ¥ %&:&NL%

Chicago, Illinois
September 6, 2005

Management’s Report on Internal Control over Financial Reporting

Qur management is responsible for establishing and maintaining adequate internal
control over financial reporting, as such term is defined in Exchange Act Rules
13a-15(f). The Company’s internal control over financial reporting is designed to
provide reasonable assurance to the Company’s management and Board of Directors
regarding the preparation and fair presentation of published financial statements.
Because of its inherent limitations, internal control over financial reporting may
not prevent or detect misstatements. Therefore, even those systems determined to be
effective can provide only reasonable assurance with respect to financial statement
preparation and presentation. Under the supervision and with the participation of
our management, including our principal executive officer and principal financial
officer, we conducted an evaluation of the effectiveness of our internal control over
financial reporting based on the framework in Internal Control—Integrated Frame-
work, issued by the Committee of Sponsoring Organizations of the Treadway Com-
mission. Based on our evaluation under the framework in Internal Control—Integrated
Framework, our management concluded that our internal control over financial
reporting was effective as of June 30, 2005.

Our management’s assessment of the effectiveness of our internal control
over financial reporting as of June 30, 2005 has been audited by Ernst & Young
LLP, an independent registered public accounting firm, as stated in their report
included herein.

yo Ve

Brian R. Gamache
President and Chief Executive Officer

Scott D. Schweinfurth
Executive Vice President,

Chief Financial Officer and Treasurer

September 6, 2005
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Consolidated Balance Sheets

WMS Industries Inc.

2005 Annual Report

June 30, o - B o 2005 2004
(In nullions, except shave amounts)
ASSETS
Current assets:
Cash and cash equivalents $ 35.2 $ 59.9
Restricted cash 35 0.5
Short-term investments 6.1 55.8
44.8 116.2
Receivables, net of allowances of $2.5 in 2005 and $2.6 in 2004 89.2 52.5
Notes receivable, current portion 33.1 17.8
Inventories:
Raw materials and work in progress 71.6 47.3
Finished goods 32.7 18.1
104.3 65.4
Other current assets 39.7 26.1
Total current assets 311.1 278.0
Gaming operations machines, net 54.4 249
Property, plant and equipment, net 53.4 53.7
Other assets 59. 38.4
Total assets $478.4 $395.0
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable $ 314 $ 17.1
Accrued compensation and related benefits 6.1 4.4
Other accrued liabilities 31.8 19.
Total currént liabilities 69.3 40.5
Deferred licensing purchase obligation 4.7 —
Deferred income tax liabilities 4.2 —
Convertible subordinated notes 115.0 115.0
Commitments and contingencies (see Note 12)
Stockholders’ equity:
Preferred stock (5,000,000 shares authorized, none issued) — —
Common stock (32,365,203 shares issued in 2005 and in 2004) 16.2 16.2
Additional paid-in capital 225.0 206.7
Retained earnings 64.3 43.1
Accumulated other comprehensive income 0.6 1.0
Unearned compensation on restricted stock and performance-contingent restricted units
(294,848 shares and 120,368 units in 2005, respectively and 52,312 shares in 2004) (11.5) (1.3)
Treasury stock, at cost (710,320 shares in 2005 and 1,998,905 shares in 2004) (9.4) (26.2)
Total stockholders’ equity 2852 239.5
Total liabilities and stockholders’ equity $478.4 $395.0

Sce notes to consolidated financial statements.
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WMS Industries Inc. 2005 Annual Report

Accumulated
Additional Other Unearned Treasury Total
Common  Paid-in  Retained Comprehensive Restricted  Stock,  Stockholders’ Comprehensive
Stock Capital ~ Earnings Income Stock at Cost Equity Income (Loss)

(In millions, except share amounts)
Balance, June 30, 2002 $16.2 $198.3 $52.3 $ — $ (2.0) $ (5.3) $259.5
Net loss — — (8.3) — —_ —_— (8.3) $(8.3)
Exercise of stock options and refated tax benefits — — — — — 0.7 0.7
Issuance of 29,912 restricted shares from treasury —_ — — — (0.3) 0.4 0.1
Return of 250,000 restricted shares to treasury — 1.7 — — 2.0 3.7 —
Purchase of 2,348,900 treasury shares — — — — — (28.9) (28.9)
Reversal of previously recorded Midway stock option benefits — (3.0) — — — — (3.0)
Minimum pension liability — — — 0.2 — — 0.2 0.2
Foreign currency translation adjustment — — — 0.9 — — 0.9 0.9
Balance, June 30, 2003 16.2 197.0 44.0 1.1 (0.3) (36.8) 221.2 $(7.2)
Net loss — — (0.9) — — — (0.9) $(0.9)
Issuance of 250,000 warrants — 39 — — — — 3.9
Exercise of stock options and related tax benefits — 4.7 — — — 14.9 19.6
Issuance of 52,312 restricted shares from treasury — 1.1 — — (1.8) 0.7 —
Purchase of 299,100 treasury shares —_— — — — — (5.0) (5.0)
Restricted stock amortization — —_ — — 0.8 — 0.8
Foreign currency translation adjustment — — — 0.1) — — (0.1) (0.1)
Balance, June 30, 2004 16.2 206.7 43.1 1.0 (1.3) (26.2) 239.5 $(1.0)
Net income —_— — 21.2 — — — 21.2 $21.2
Exercise of stock options and related tax benefits —_ 8.0 — — — 13.0 21.0
Issuance of 294,848 restricted shares from treasury — 53 — — 9.1) 3.8 —
Issuance of 120,368 performance-contingent restricted units — 4.1 — — (4.1) — —
Issuance of 26,552 deferred stock units — 0.9 — —_ — — 0.9
Restricted stock amortization — — — — 3.0 — 3.0
Foreign currency translation adjustment — — — (0.4) —_ — (0.9) (0.4)
Balance, June 30, 2005 $16.2 $225.0 $64.3 $06 $(11.5) $ (9.4) $285.2 $20.8

See notes to consolidared financial statements.
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Notes to Consolidated Financial Statements

NOTE 1: BUSINESS OVERVIEW

We are engaged in one business segment: the design, manufacture, and marketing
of slot machines (video and mechanical reel type) and video lottery terminals, or
VLTs, and gaming operations consisting of placement of participation games and
wide-area progressive jackpot systems, or WAP, in'legal gaming venues and licens-
ing of our games to third parties. We serve the gaming industry worldwide.
Although our production remains exclusively in the United States, development
and distribution offices are located in the United States, Australia, Spain, the
United Kingdom and South Africa. International business activities have become
increasingly important to us. See Note 3.

We market our gaming machines in two principal ways. First, for product
sales we sell new and used gaming machines, VLTs, conversion kits, parts, and
equipment manufactured under original equipment manufacturing agreements to
casinos and other gaming machine operators. Second, we license our games to
third parties for distribution and we lease gaming machines and VLTs to casinos
and other licensed gaming machine operators for payments based upon (1} a per-
centage of the net win of the gaming machines, (2) fixed daily fees or (3) in the
case of gaming machines on a WAP system, a percentage of the amount wagered.
WAP systems are electronically linked systems of gaming machines that communi-
cate with a central computer, which allows the system to build a progressive jackpot
with every wager made on the system. Through January 2004, the WAP systems
were operated under an agreement with a WAP system provider whereby the profits
of the games on the WAP system were shared equally. Beginning in May 2004 and
continuing throughout fiscal 2005, we began to operate our own proprietary WAP
systems where we earn all of the profits. We refer to games leased under any of
these arrangements as “participation games” and when combined with royalties we
receive under license agreements with third parties to distribute our games and
VLT and other lease revenues, we refer to this business as our “gaming operations.”

Data for product sales and gaming operations is only maintained on a con-
solidated basis as presented in our consolidated financial statements, with no addi-
tional separate data maintained for product sales and gaming operations (other
than the revenue and costs of revenues information included in the consolidated
statement of operations and cost of gaming operations machines and related accu-
mulated depreciation included in the consolidated balance sheet).

NOTE 2: PRINCIPAL ACCOUNTING POLICIES

Consolidation Policy

Our consolidated financial statements include the accounts of WMS Industries
Inc., or WMS, and its wholly owned subsidiaries. All significant intercompany
accounts and transactions have been eliminated. We accounted for our joint opet-
ating agreement with International Game Technology, or IGT, for WAP systems
for which no legal entity existed, in our consolidated financial statements by
recording our proportionate share of revenues and expenses from operating activi-
ties and the full value of all of the assets we owned and liabilities we owed related
to this agreement. The purpose of the joint operating agreement was to combine
our licensing rights and game design expertise with the proprietary WAP computer
system of IGT. We designed and marketed the games manufactured by IGT who
placed such games in casinos on its WAP system. In January 2004, the remaining
SURVIVOR WAP themed system was shut down. The total assets, total liabilities,
total revenues and total expenses related to the joint operating agreement were not
material to our consolidated financial statements for the periods presented.

In fiscal 2005, we classified our investment and advances in other assets
relating to technology and brand license agreements and costs paid to third parties
for patents and trademarks in investing activities in our consolidated statement of
cash flows. We reclassified prior years’ information to conform with this presenta-
tion. The impact of this change in classification was to benefit net cash (used)
provided by operating activities by $13.7 million, $13.1 million and $6.0 million in
fiscal 2005, 2004 and 2003, respectively, with an equally offsetting impact on cash
flow from investing activities. In addition, certain other prior year balances have
been reclassified to conform with the current year presentation.

Use of Estimates

Our consolidated financial statements have been prepared in conformity with
accounting principles generally accepted in the United States. Such preparation
requires management to make estimates and assumptions that affect the amounts
reported in the financial statements and accompanying notes. Actual results could
differ from those estimates.

Cash and Cash Equivalents, and Restricted Cash

All highly liquid investments with maturities of three months or less when pur-
chased are considered cash equivalents. Restricted cash of $3.5 million and $0.5
million at June 30, 2005 and 2004, respectively, is required for funding WAP
systems jackpot payments.
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Notes to Consolidated Financial Statements {continued)

WMS Industries Inc.

Long-Lived Assets

Property, plant and equipment and gaming operations machines are stated at cost
and depreciated using the straight-line method over their estimated useful lives.
Significant replacements and improvements are capitalized. Other maintenance
and repairs are expensed. The annual provision for depreciation has been computed
in accordance with the following ranges of asset lives: buildings and improvements,
10 to 40 years; leasehold improvements, over the lease term; machinery and equip-
ment, three to eight years; gaming operations base machines, two to three years;
gaming operations top boxes, over one year; and furniture and fixtures, 10 years.

We review the carrying amount of long-lived assets whenever events or
changes in circumstances indicate that the carrying amount of an asset may not be
recoverable. An impairment loss would be recognized when estimated future cash
flows expected to result from the use of the asset and its eventual disposition are
less than its carrying amount. When an impairment loss is to be recognized for an
asset, it is measured by comparing the carrying value to the fair value. Fair value is
generally measured as the present value of estimated future cash flows.

Goodwill and indefinite lived intangible assets are not amortized but are
reviewed annually, or more frequently if an event occurs or circumstances change,
for indications that the asset might be impaired. Any impairment loss is charged to
expense in the period in which such loss is determined. Identified intangible assets
with finite lives, including licensed technology and patents, are amortized using
the straight-line method over their estimated useful lives. We continually evaluate
the reasonableness of the useful lives of these assets, and any change in the lives
assigned to amortizable assets will impact results of operations.

Other assets include royalty and licensing advances made in connection
with licensing agreements we have for the use of third-party intellectual property.
When the products using the licensed intellectual property or technology begin to
generate revenue, we begin amortization of the amount advanced. In cases where
the advance represents a paid-up license, the advance is amortized based on the
estimated life of the asset. In those cases where the license agreement provides for
a royalry to be earned by the licensor for each gaming machine sold or placed on a
lease, the advance is amortized based on the royalty rates provided in the license
agreement. In both cases the amortization of the advances is included in cost of
sales if related to a product sale or cost of gaming operations if related to placement
or lease in gaming operations. To the extent we determine that the products devel-
oped would not fully recover the guaranteed minimum amounts, we will record an
immediate charge against earnings at the time of such determination.

O ......... L P
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Revenue Recognition

We record revenue on product sales, net of rebates, discounts, and allowances,
when persuasive evidence of an agreement exists, the sales price is fixed or deter-
winable, the product is delivered and collectibility is reasonably assured. When
multiple product deliverables are included under a sales contract, we allocate revenue
to each product based upon their respective fair values against the total contract
value and defer revenue recognition on those deliverables where we have not met
all requirements of revenue recognition.

Gaming operations revenues under operating type lease agreements are
estimated and recognized as earned when collectibility is reasonably assured. Non-
linked participation lease agreements are based on either a pre-determined
percentage of the daily net win of each gaming machine or a fixed daily rental fee.
WAP revenues are recognized based upon a percentage of amounts wagered, called
coin-in, on each gaming machine and are recognized as earned when collectibility
is reasonably assured. .

Under agreements with licensees who are generally located in geographic
areas or operate in markets where we are not active, we are paid royalties based upon
our licensees’ purchase or placement of gaming machines with our licensed themes,
artwork, and other intellectual property. Royalties are recorded as earned when the
licensee purchases or places the game and collectibility is reasonably assured.

WAP Jackpot Liabilities and Expenses

We record a WAP jackpot liability based on the actual volume of coin-in or slot
play plus the initial progressive meter liability, or reset, on each system in each
jurisdiction. We defer jackpot expense for the initial progressive meter liability, or
reset, on each progressive jackpot linked system, which is subsequently amortized
to jackpot expense as the revenues are generated from the coin-in or slot play. Our
jackpot liabilities totaled $1.8 million at June 30, 2005, and $0.3 million at June 30,
2004. Our jackpot expense totaled $5.1 million for fiscal 2005 and none in fiscal
2004. To fund our jackpot liabilities we maintain restricted cash and investments
aggregating $3.5 million at June 30, 2005 and $0.5 million at June 30, 2004.

Advertising Expense
The cost of advertising is charged to expense as incurred. The cost of advertising
for fiscal 2005, 2004 and 2003 was $0.9 million, $0.6 million and $0.7 million,

respectively.

Research and Development Costs
As a result of the gaming license requirements and regulatory approvals necessary

to commercialize products in our business, our products reach technological
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Notes to Consolidated Financial Statements (continued)

........................................ Av

WMS Industries Inc.

The following table details the impact of dilutive securities that have not
been reflected in the shares used in the earnings per share calculation:
Year Ended June 30, 2005 2004 2003

[f WMS had recognized income:
Impact of incremental stock options and warrants that

would have resulted in additional diluted shares Not
outstanding under the treasury stock method Applicable 1.4 0.4
Impact of restricted stock grants that would have

resulted in additional diluted shares outstanding Not
under the treasury stock method Applicable 0.1 0.1
If WMS had recognized income in excess of $0.40 per share:
Common stock issued upon conversion of the Not
2.75% convertible subordinated notes Applicable 5.8 —

Excluded anti-dilutive common stock equivalents due to
the option grant price exceeding the marker price for
WMS common stock:
Stock options and warrants 0.6 0.3 2.5

Stock-Based Employee Compensation
We have elected to continue to follow the intrinsic value based method prescribed
by APB Opinion No. 25 to account for stock options granted to employees and
directors, as allowed by Statement of Financial Accounting Standards (“State-
ment”) No. 123. Under APB No. 25, we do not recognize compensation expense
upon the issuance of stock options because the option terms are fixed and the
exercise price equals the market price of the underlying stock on the grant date.
Effective July 1, 2005 we will adopt the Financial Accounting Standards Board
(FASB) revised FASB Statement No. 123R, “Accounting for Stock-Based Com-
pensation,” which will result in our recording deferred compensation expense upon
the issuance of new stock options and for unvested stock options at adoprion.

The following table presents the reported net income (loss), earnings (loss)
pet share and recorded compensation cost of options granted to employees as com-
pared to the pro forma amounts that would have been reported if stock option

2005 Annual Report

compensation expense had been determined using the fair value method allowed
by Statement No. 123 for the three years ended June 30, 2005:

2005 2004 2003

(In millions, except per share amounts)
As reported:

Net income (loss) $21.2  $ (09) $ (8.3)
Net income (loss) per share: .
Basic $0.69  $(0.03) $(0.27)
Diluted $0.62  $(0.03) $(0.27)

Stock-based employee compensation cost, net of related tax
effects, included in the determination of net income (loss) $ 1.8 $ 04 $ —

Pro forma amounts if the fair value method had been applied
to all stock compensation awards:

Pro forma net income (loss) $147 $ (8.9) $(15.2)
Pro forma earnings (loss) per share:

Basic $0.48  $(0.30) $(0.50)

Diluted $0.45  $(0.30) $(0.50)

Stock-based employee compensation cost, net of related rax
effects, that would have been included in the determination
of net income (loss) $83 $ 84 $ 69

The pro forma fair value of each option grant is estimated on the date of grant
or modification using the Black-Scholes option-pricing model with the following
weighted average assumptions used for grants in fiscal 2005, 2004 and 2003:

2005 2004 2003

Dividend yield 0.0% 0.0% 0.0%
Expected volatility 0.39 0.36 0.46
Risk-free interest rate 5.0% 40% 3.6%
Expected life of options (in years) 6.25 6.0 6.0
Weighted average pro forma fair value using the

Black-Scholes assumptions $13.92 $12.13  $6.52
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WMS Industries Inc.

NOTE 4: GAMING OPERATIONS MACHINES AND
PROPERTY, PLANT AND EQUIPMENT

NOOm Annual Wmnoﬂ

NOTE 6: INTANGIBLE >mmm%m

At June 30, net gaming operations machines were:

2005 2004
(In millions)
Gaming machines $133.1  $ 804
Less accumulated depreciation (78.7) (55.5)
Net gaming operations machines $ 544 % 249

At June 30, intangible assets were:

We reclassified $2.3 million and $0.2 million net book value of gaming
operations machines to inventory during fiscal 2005 and 2004, respectively.
At June 30, net property, plant and equipment were:

2005 2004

(In millions)

Land $ 26 $ 26

2005 2004
(In millions)
Total prepaid royalties and licensing advances $ 682 $31.2
Accumulated amortization (184) (9.7
Net prepaid royalties and licensing advances $ 498 $275
Goodwill and patent costs $ 67 $42

At June 30, 2005 and 2004, both goodwill and patents costs have no
accumulated amortization. When issued, patents will be amortized over four to
seventeen years.

Prepaid royalties and licensing advances at June 30, 2005 and 2004 include
both current and non-current asset balances. Amortization expense for prepaid
royalties and licensing advances, which is charged to cost of products sales and cost
of gaming operations, was $9.7 million, $5.2 million and $3.5 million for fiscal

2005, 2004 and 2003, respectively.

The estimated aggregate amortization expense as of June 30, 2005 for each

of the next five years is as follows:

(In millions)

Buildings and improvements 38.0 36.4
Machinery and equipment 42.1 371
Furniture and fixtures 8.2 6.8
90.9 83.5

Less accumulated depreciation (37.5) (29.8)
Ner property, plant and equipment $ 534 %537
ZO\Hm 5: OTHER ASSETS
At June 30, other assets were:

2005 2004
(In millions)
Royalties and licensing advances—non-current $ 429 $ 228
Patents costs and goodwill 6.7 4.2
Deferred tax assets—non-current, net 2.0 5.5
Notes receivable 3.0 0.8
Debt issuance costs, net 32 3.8
Orther 1.7 1.3
Total other assets $ 595 % 384

2006 $ 173
2007 11.1
2008 15.0
2009 11.8
2010 4.6

The estimated aggregate future intangible amortization as of June 30, 2005
does not reflect the significant commitments we have for future payments for royal-
ties and licenses. See Note 12.
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WMS Industries Inc.

At June 30, 2005, we believe it is more likely than not that we will realize
substantially all of the benefit of the $22.7 million of net deferred tax assets on our
balance sheet, including the net operating loss carryforwards and research and
development tax credit carryforwards. Accordingly, we have only provided a mini-
mal valuation allowance against these Qomm:mm tax assets. In determining the level
of required valuation allowance, we consider the scheduled reversal of deferred tax
liabilities, projected future taxable income, and tax planning strategies in making
this assessment. However, additional valuation allowances could be recorded
against these deferred tax assets and charged against income in future periods if
our future estimates of amounts realizable are reduced or if the timing of such real-
ization extends beyond our current expectations.

The provision (benefit) for income taxes differs from the amount computed

using the statutory federal income tax rate for fiscal 2005, 2004 and 2003 as follows:
2005 2004 2003

Statutory federal income tax rate 350% (35.00% (35.0)%
State income taxes, net of federal benefit 2.6 (4.0) (2.9)
Dividend received deduction on investment income (0.6) (4.6) (2.0)
Research tax credits (1.5) (15.7) (3.0)
Permanent items 04 3.2 0.7
Foreign rate differential 0.1 (11.2) 1.6
Change of prior years’ taxes (2.2) 1.4 (12.5)
Export sales deductions (3.7) (13.8) (2.2)
Alternative minimum tax credit — — (8.4)
South African losses without current tax benefit 0.6 8.6 —
Orher, net (0.7) 0.2 1.6
Effective tax rate 30.0%  (709)% (56.1)%

Other, net in fiscal 2005, reflects a 1.9% or $1.5 million non-taxable settlement
related to final settlement of tax advances with our former subsidiary, Midway
Games. Other, net in fiscal 2003 reflects a 7.86% or $3.9 million non-deductible
pre-tax write-off related to the tax impact of fully reserving our tax advance receiv-
ables from Midway, a former subsidiary, under terms of tax sharing and separation
agreements entered into prior to the spin-off date due to the uncertainty of the
payback period.

2005 Annual Wmvoﬁ

NOTE 9: LINE OF CREDIT AND CONVERTIBLE
mCmOEBZ\ﬁ,mU ZO%mm

We renewed an unused line of credit for @mo‘o million under a revolving credit
agreement for a one-year term to May 9, 2006, which contains usual credit terms
for a bank line. No borrowing occurred on the line in fiscal 2005, 2004 or 2003.
Our loan agreement requires that we maintain a minimum amount of tangible net
worth and certain financial ratio covenants, which could limit our ability to declare
dividends or make any distribution to holders of any shares of capital stock, or
redeem or otherwise acquire such shares of our Company. At June 30, 2005,
approximately $60.1 million is available for such distributions under the most
restrictive of these covenants.

In June 2003, we issued $100.0 million of convertible subordinated notes
bearing interest at 2.75% maturing on July 15, 2010. On July 3, 2003, we issued an
additional $15 million of convertible subordinated notes under identical terms to
cover an overallotment option granted to the initial purchaser of the notes. The
notes are exchangeable at any time into an aggregate of 5.8 million shares of our
common stock at a conversion price of $19.78 per share, subject to adjustment. The
notes are subordinated in right of payment to all existing and future senior debt
and will be effectively subordinated to all of the indebtedness and liabilities of our
subsidiaries. The notes ate not callable. We pay interest on the notes semi-annually
on January 15 and July 15 of each year, which commenced on January 15, 2004.
None of the holders have converted any of their convertible subordinated notes
into our common stock.

We have no maturities of debt or sinking fund requirements through
June 30, 2010.

NOTE 10: m%OOWEOrUme EQUITY AND OOZZOZ m,_,OOW wr>Z

Our authorized common stock consists of 100.0 million shares at $.50 par value.
Additionally, we have 5,000,000 shares of $.50 par value preferred stock authorized.
The preferred stock is issuable in series, and the relative rights and preferences and
the number of shares in each series are to be established by our Board of Directors.
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WMS Industries Inc. 2005 Annual Report

Equity Compensation Plan

At June 30, 2005, 5.4 million shares of common stock were reserved for possible
future issuance under our Plan, relating to outstanding stock options, unvested
restricted stock, performance-contingent restricted units and deferred stock units.
Under Delaware law and our certificate of incorporation, authorized but unissued
shares of our common stock may be granted as restricted stock from time to time as
determined by our Board of Directors, except as limited by NYSE rules. Upon issu-
ance of restricted stock, unearned compensation equivalent to the market value of
the shares granted on the grant date is charged to stockholders’ equity and is sub-
sequently amortized to expense during the vesting period.

We currently have one equity compensation plan under which new grants
may be made: our 2005 Incentive Plan, or the Plan, which was approved by our
stockholders on December 9, 2004. The Plan consolidated shares available under
our previous stock option plans into the new plan, although outstanding equity
grants under the previous plans are still governed by those individual plans. The Plan
permits us to grant options to purchase shares of our common stock, restricted stock,
and other stock awards. Options may be granted as incentive stock options, designed
to meet the requirements of Section 422 of the Internal Revenue Code or they may
be “non-qualified” options that do not meet the requirements of that section.

The purpose of the Plan is to encourage our employees, non-employee direc-
tors, consultants and advisors to acquire an ownership interest in our common
stock and to enable these individuals to realize benefits from an increase in the
value of our common stock. We believe that this benefit provides these individuals
with greater incentive to work to improve our business and encourages their con-
tinued provision of services to us and, generally, promotes our interests and those
of our stockholders. The Compensarion Committee of the Board of Directors deter-
mines which of the eligible directors, officers, employees, consultants and advisors
receive equity awards, the terms, including any vesting periods or performance
requirements of the awards, and the size of the awards, provided, however, that the
Board of Directors determines any award made to non-employee directors.

Stack Options
Pursuant to the Plan, for options, the option price per share with respect to each
option is determined by the Compensation Committee and generally is not less
than the fair market value of our common stock on the date on which the option
is granted. The Plan has a term of 10 years, unless terminated earlier, and options
granted under the Plan have terms up to 10 years.

In December 2004, we paid and expensed $0.7 million to our President and
Chief Executive Officer to compensate him for deferring a stock option grant from
August 2004 for 100,000 shares of our common stock that he was entitled to under

his employment agreement. The payment was calculated as the difference between
the stock price in August 2004 on the date the President and CEO agreed to the
deferral and the stock price on the actual grant date in December 2004.

In September 2004, the Board of Directors approved a Director emeritus
program for existing directors who reach age 75 or have served on the Board of
Directors for at least 20 years. The emeritus program is being phased in to maintain
continuity and avoid losing the benefit of valuable experience. In December 2004,
32,000 fully vested five-year stock options were issued to two directors emeritus
upon their retirement from the Board.

Restricted Stock Grants and Other Equity Grants

Upon the recommendation of our Compensation Committee, we have, on occa-
sion, granted restricted stock to our employees, officers, directors or consultants to
motivate them to devote their full energies to our success, to reward them for their
services and to align their interests with the interests of our stockholders.

In June 2003, our Compensation Committee approved the award of 29,912
restricted shares with a weighted average fair value at grant date of $17.05 per share
to certain executive officers of the Company. The grant was made in consideration
of their time and efforts in the oversight of the implementation of our technology
improvement plan. The restricted shares vested on June 11, 2004.

On May 10, 2004, our Compensation Committee approved the award of
52,312 shares of restricted stock with a weighted average fair value at grant date of
$28.73 per share to certain executive officers and other key personnel in lieu of any
cash bonuses for fiscal 2004. The restricted shares vested on May 10, 2005.

On December 9, 2004, the Board of Directors approved the award of 276,848
shares of restricted stock with a weighted average fair value ar grant date of $30.49
or $8.4 million in the aggregate, including 84,913 shares to our non-employee
Chairman of the Board of Directors and 134,435 shares to certain executive officers
under the Plan, subject to the individual’s continued involvement with WMS. The
restricted stock awards are not performance-based and vest equally over a three-
year period ending in December 2007. In addition, on June 16, 2005, the Board of
Directors approved the award of 18,000 shares of restricted stock, with a weighted
average fair value at grant date of $33.90 or $0.6 million. Under these restricted
grants, grantees are entitled to any cash dividends and to vote their shares, but may
not sell or transfer their shares during the vesting period.

Upon approval of the Plan, the Board of Directors established a long-term
incentive plan to attract and retain executives, other key employees, non-employee
directors and key consultants of high quality as these personnel will be essential to
our growth and success. Under the Plan the participants, including the executive

officers, receive an annual stock option grant and grant of equity-based performance
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At June 30, 2004, 2.2 million options with a weighted average exercise price
of $16.81 per share were exercisable. At June 30, 2003, 2.2 million options with a
weighted average exercise price of $13.94 per share were exercisable.

Warrant Grant :

In September 2003, our Board of Directors, as part of the inducement to a licensor
to extend their license agreement with us, approved a grant of 250,000 common
stock purchase warrants valued at $3.9 million. The warrants’ exercise price is
$35.04 per share of our common stock, subject to adjustment. The warrants are
non-cancelable and vest with respect to 20% of the underlying shares in each year
commencing on January 1, 2007 until fully vested on January 1, 2011, subject to
earlier vesting under specified circumstances. The warrants expire on September
14, 2013. During fiscal 2005 and 2004, we expensed $0.5 million and $0.4 million,
respectively, for the value of warrants issued in connection with the extended
license agreement.

Repurchase of Stock Grant

Effective March 1, 2002, we issued a restricted stock grant of 250,000 shares of
common stock held in treasury to Mr. Louis ]. Nicastro, Chairman of our Board of
Directors and a non-employee director. This grant was issued in consideration for
his service as Chairman of the Technology Committee of the Board of Directors,
which was established to provide enhanced oversight of the timely completion of
the first phase of our technology improvement plan. In fiscal 2003, we purchased
Mr. Nicastro’s rights to the 250,000 restricted shares for a purchase price of $14.00
per share. This share price reflects a discount of $0.50 per share from the closing
marker price on May 6, 2003. We recorded a pre-tax charge to our statement of
operations of $3.5 million, $2.2 million after-tax, in fiscal 2003 to reflect this trans-
action, and the shares were returned to us and placed in treasury.

NOTE 11: CONCENTRATION OF CREDIT AND
MARKET RISK AND FAIR VALUE DISCLOSURES
OF FINANCIAL _ZmHWCZmZHm

Financial instruments, which potentially subject us to concentrations of credit and
market risk, consist primarily of cash equivalents, short-term investments and trade
notes and accounts receivable. By policy, we place our cash equivalents and short-
term investments only in high credit quality securities and limit the amounts
invested in any one security. However, our overnight cash balances are held by our
main commercial bank. The accounts and notes receivable from the sale of gaming

2005 Annual Wﬁuo:

machines are generally from a large number of customers with no significant con-
centration other than in Nevada and Russia. No customers accounted for more
than 10% of consolidated revenues in fiscal 2005, 2004 and 2003.

The carrying amounts of cash, investments, accounts reccivable and
accounts payable approximates fair value due to the short-term maturities of these
assets and liabilities. The fair value of notes receivable is estimated by discounting
expected future cash flows using current interest rates at which similar loans would
be made to borrowers with similar credit ratings and remaining maturities. As of
June 30, 2005 and 2004, the fair value of the notes receivable approximated the
carrying value.

As of June 30, 2005, we had $115.0 million of convertible fixed rate debt
with an interest rate of 2.75% and a fair value of $196.9 million. The fair value of
our convertible fixed rate debt is significantly dependent on the market price of our
common stock into which it can be converted.

NOTE 12: COMMITMENTS AND OOZ;EZOmZO:mm

We lease certain office facilities and equipment under non-cancelable operating

leases with net future lease commitments for minimum rentals at June 30, 2005

as follows:
(In millions)

12006 $ 2.7
2007 31
2008 3.0
2009 2.8
2010 2.6
Thereafter 14.8
Total net future lease commitments $29.0

Rent expense for fiscal 2005, 2004 and 2003 was $2.7 million, $2.1 million
and $2.0 million, respectively.

We routinely enter into license agreements with others for the use of intel-
lectual properties in our products. These agreements generally provide for royalty
and license advances when the agreements are signed, and provide for minimum
guarantees as well as additional contingent payments based on future events. The

total potential commitments at June 30, 2005 were $116.0 million, an increase
from the amount at June 30, 2004 of $92.7 million.
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Notes to Consolidated Financial Statements (continued)

WMS Industries Inc.

and distributor of VLTs, failed to warn players of the alleged dangers associated
with VLTs. Spielo Manufacturing Inc., another manufacturer of VLTs, voluntarily
intervened to support Loto-Quebec’s position. Class starus was granted by the
Court on May 6, 2002, authorizing Jean Brochu to act as the representative plain-

tiff. The class of 119,000 members is requesting damages totaling almost $700
million Canadian dollars, plus interest.

NOTE 14: WmHHWmZmZ,_, PLANS

We sponsor 401(k) defined contribution plans within the United States. The plans
cover full-time employees and provide for our contributions of up to 4.5 percent of
covered employees’ compensation as defined in the plan. Qur expense for the
defined contribution plans totaled $2.1 million, $1.6 million and $1.0 million in
fiscal 2005, 2004 and 2003, respectively.

We have two frozen defined benefit pension plans related to discontinued

operations. Pension expense for these plans was not significant in the aggregate.

NOTE 15: SUPPLEMENTAL DISCLOSURE OF CASH FLOW
INFORMATION AND SUMMARY OF NON-CASH
HZ<mm,:ZO AND 22>ZO~ZO ACTIVITIES

Year m:&om u::m 30, 2005 2004 2003

{In millions)

Supplemental Disclosure of Cash Flow Information:

Income raxes paid $1.4 $1.0 $0.3
Income tax refunds received $0.1  $66  $9.6
Interest and dividend income received $2.0  $2.6 $2.1
Interest paid $32  $18 $—
Schedule of Non-Cash Investing Activiries:
Gaming operations machines transferred to inventory $2.3  $02 %23
Issuance of stock warrants to licensor $—  $39 $—
Accrual of deferred licensing purchase obligation $9.1 $— $—
Schedule of Non-Cash Financing Activities:
Issuance of restricted stock $9.1  $1.8  $03
Issuance of performance-contingent restricted units $41 $— $—
Issuance of deferred stock units $09 $— $—
Write down of tax advance receivables from Midway
under tax sharing and separation agreements $— $— %40
Reversal of stock option benefits from Midway under
tax sharing and separation agreements $— $—  $30
Return of restricted shares to treasury $— $—  $37

2005 Annual Report

The $4.0 million tax advance receivable from Midway under tax sharing
and separation agreements represents a cash advance accrued in June 2003 to this
former subsidiary that was spun-off from WMS in 1998. The payment was made in
July 2003 because WMS net operating loss carrybacks for pre-spin-off years pre-
vented Midway from realizing tax benefits of carrying back its post-spin-off net
operating losses to pre-spin-off years. The payment represents an adjustment to the
spin-off value of Midway, which was treated as a tax-free dividend to WMS stock-
holders at the spin-off date. The write-off was due to the uncertainty of the pay-
back period from Midway of the amount advanced.

The $3.0 million reversal of stock option benefits relates to the exercise of
WMS stock options by employees of our former subsidiary Midway Games in fiscal
2000 and 1999 subsequent to the Midway spin-off. Under the terms of the tax shar-
ing agreement, due to Midway not receiving the full tax benefit of its post-spin-off
net operating losses caused by the provision in lieu benefits from the stock option
exercises, the $3.0 million was paid by WMS to Midway in fiscal 2000.

On November 19, 2004, WMS and Midway terminated (1) the Tax Sharing
Agreement; (2) the Tax Separation Agreement; (3) the Letter Agreement; and
(4) the Settlement Agreement that were entered into in connection with
Midway’s 1996 initial public offering and the 1998 distribution by WMS to its
stockholders of its remaining Midway shares. Under the termination agreement,
Midway paid WMS $1.5 million, and we recorded a pre- and after-tax benefit in
other income of $1.5 million.

NOTE 16: HURRICANE DAMAGE

In late August 2005, a devastating hurricane hit the O:_m coast of Mississippi and
Louisiana, causing substantial damage to the Gulfport and Biloxi, Mississippi area,
as well as New Orleans, Louisiana. This is a very dynamic situation and our con-
cerns were first to determine the safety of our employees and their families, second
to secure our Gulfport facility and third to execute our recovery plan for the recom-
mencement of full operations. All of our employees are safe and we have estab-
lished a fund to assist our employees impacted by the hurricane and we made an
initial $100,000 contribution to this fund. We are also accepting employee contri-
butions to this fund.

Our Gulfport regional sales and distribution facility services both the states
of Mississippi and Louisiana. Initial indications are that the building is structurally
sound, although the building did sustain some damage which we need to further
assess. We have secured the facility to the best of our ability given the circum-
stances. This facility monitors our Mississippi WAP operation and needs both
power and telephone service to be restored in order to operate. We are working
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Corporate Information

WMS Industries Inc.

MARKET FOR REGISTRANT’S COMMON EQUITY AND

RELATED STOCKHOLDER MATTERS

Qur common stock, par value $0.50, trades publicly on the New York Stock
Exchange under the symbol “WMS.” The following tablc shows the high and low
sale prices of our common stock for the two most recent fiscal years, as reported on

the NYSE:

High ($) Low ($)

Fiscal Year Ended June 30, 2005

First Quarter 30.94 19.36

Second Quarter 33.85 24.66

Third Quarter 33.94 2637

Fourth Quarter 34.19 24.75
Fiscal Year Ended June 30, 2004

First Quarter 26.08 15.38

Second Quarter 215 22.60

Third Quarter 32.40 25.17

Fourth Quarter 32.95 25.35

On September 1, 2005, there were approximately 874 holders of record of our
common stock.

No cash dividends were declared or paid on our common stock during fiscal
2005 or 2004. The payment of future cash dividends will depend upon, among other
things, our earnings, anticipated expansion and capital requirements and financial
condition. We do not expect to pay cash dividends in the foreseeable future.

We have agreed to make additional payments of interest on our convertible
subordinated notes if we declare a cash dividend on our common stock. The
amount of the payments will be equal to the cash dividends that would be payable
to the holders of the notes if the holders had converted their notes into shares of
our common stock on the record date for the dividend. However, no such payment
will be made if the dividend that would otherwise trigger the payment causes an
adjustment to the note conversion rate.

Our loan agreement with LaSalle Bank requires that we maintain a mini-
mum amount of tangible net worth and certain financial ratio covenants which
could limir our ability to declare dividends or make any distribution to holders of

Company. As of June 30, 2005, approximately $60.1 million was available for such
distributions under the most restrictive of these covenants.

On August 9, 2004, our Board of Directors authorized the repurchase of up
to $20 million of our common stock over the succeeding twelve months. This
authorization expired on August 8, 2005 without any common stock purchases.

2005 Annual Report

BOARD OF DIRECTORS
Louis ]. Nicastro
Chairman of the Board
WMS Industries Inc.
Brian R. Gamache

President and Chief Executive Officer
WMS Industries Inc.

Norman J. Menell
Vice Chairman of the Board
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Harold H. Bach, Jr.
Private Investor

William C. Bartholomay
Group Vice Chairman

Willis Group Holdings Ltd.
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Chairman Emeritus of the Board
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Neil D. Nicastro
Private Investor

Harvey Reich
Attorney-at-Law
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Partner
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WMS Industries Inc.
800 S. Northpoint Blvd., Waukegan, IL 60085
Tel. (847) 785-3000 Fax (847) 785-3058

www.wmsgaming.com




